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(v) The nature and gross amount of
the rent or other compensation re-
ceived for the use of, or the right to
use, the property during the taxable
year and for each of the five preceding
years and the amount of the expenses
incurred with respect to, and the depre-
ciation sustained on, the property for
such years;

(vi) Evidence that the rent or other
compensation was the highest obtain-
able, or, if none was received, a state-
ment of the reasons therefor;

(vii) A copy of the contract, lease or
rental agreement;

(viii) The purpose for which the prop-
erty was used;

(ix) The business carried on by the
corporation with respect to which the
property was held and the gross in-
come, expenses, and taxable income de-
rived from the conduct of such business
for the taxable year and for each of the
five preceding years;

(x) A statement of any reasons which
existed for expectation that the oper-
ation of the property would be profit-
able, or a statement of the necessity
for the use of the property in the busi-
ness of the corporation, and the rea-
sons why the property was acquired;
and

(xi) Any other information pertinent
to the taxpayer’s claim.

(f) Taxes and contributions to pension
trusts. Section 164(e) provides for de-
duction by a corporation for taxes of a
shareholder paid by it; section 404 pro-
vides for deduction by an employer for
its contributions to an employees’
trust, etc. For the purpose of com-
puting undistributed foreign personal
holding company income, neither of
these deductions is allowable.

[T.D. 6500, 256 FR 11737, Nov. 26, 1960, as
amended by T.D. 7207, 37 FR 20796, Oct. 5,
1972]

§1.556-3 Illustration of computation of
undistributed foreign personal
holding company income.

The method of computation of the
undistributed foreign personal holding
company income may be illustrated by
the following example:

Example. (a) The following facts exist with
respect to the M Corporation, a foreign per-
sonal holding company, for the calendar year
1954:

§1.556-3

(1) The gross income of the corporation as
defined in section 555 amounts to $300,000, of
which $85,000 represents its distributive
share of the undistributed foreign personal
holding company income of another foreign
personal holding company in which it is a
shareholder, $200,000 consists of dividends,
$10,000 consists of fully taxable interest, and
the remainder ($5,000) consists of rent re-
ceived from the principal shareholder of the
corporation for the use of property owned by
the corporation.

(2) The expenses of the corporation amount
to $85,000, of which $75,000 is allocable to the
maintenance and operation of the property
used by the principal shareholder and $10,000
consists of ordinary and necessary office ex-
penses allowable as a deduction. The claim
for deduction for the expenses of, and depre-
ciation on, the rented property in excess of
the rent received for its use is not estab-
lished as provided in section 556(b)(5). The
yearly depreciation on the rented property
amounts to $30,000.

(3) Federal income tax withheld at the
source on the income of the corporation from
sources within the United States amounts to
$59,125.

(4) No gain from the sale or exchange of
stock or securities is realized during the tax-
able year, but losses in the amount of $10,000
are sustained from the sale of stock or secu-
rities which constitute capital assets. Such
losses are not allowed as a deduction in any
amount. See section 1211(a).

(5) Contributions, payment of which is
made to or for the use of donees described in
section 170(b)(1)(A) for the purposes therein
specified, amount to $15,000, of which $5,000 is
deductible in computing taxable income
under section 63.

(6) Dividends paid by the corporation to its
shareholders during the taxable year amount
to $50,000.

(b) The taxable income of the corporation
(including the distributive share of the un-
distributed foreign personal holding com-
pany income of the other foreign personal
holding company) is $180,000, computed as
follows (assuming for the purposes of this ex-
ample only that the expenses of, and depre-
ciation on, the rental property are deduct-
ible under sections 162 and 167):

Income (Section 61)

Dividends $200,000
Interest . 10,000
Rent 5,000
Gross income as defined in section 61 215,000
Add:

Distributive share of undistributed income of

the other foreign personal holding com-
pany (considered as a dividend) .............. 85,000

Gross income as defined in section

555 s

300,000
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Deductions (Section 161)
Expenses allocable to operation of the rented

PrOPEIY v $75,000
Depreciation of the rented property .... . 30,000
Ordinary and necessary expenses (office) .......... 10,000
Contributions  (within the 5-percent limitation

specified in section 170(b) (2) ..ccccoervevvvvrinennes 5,000

120,000
Taxable income for purposes of com-
puting undistributed foreign personal
holding company income ................... 180,000

(¢c) The undistributed foreign personal
holding company income of the corporation
is $160,875, computed as follows:

Taxable income for purposes of computing un-
distributed foreign personal holding company

INCOME .o $180,000
Add (see section 556(b)):
Contributions deductible in computing tax-
able income under section 63 .................. 5,000
Excess property expenses and depreciation
over amount of rent received for use of
property ($105,000 —$5,000) .........cccoeeuenes 100,000
105,000
Deduct (see section 556(b)):
Federal incCOmMe taxes .........cccceeeeeeivveeeacnneens 59,125
Contributions (within the percentage limita-
tions specified in section 170(b)(1) (A)
and (B), determined under the rules pro-
vided in section 556(b)(2)) ....cccoeriiiriienen 15,000
Total .ooveciiii 74,125
Net additions under section 556(b) ...........cccccueue 30,875
Taxable income, as adjusted under
section 556(b) .... 210,875
Less: Deduction for dividends pal
5BL) oo 50,000
Undistributed foreign personal holding
company iNCOME .......ccecveverveneeeenenns 160,875

DEDUCTION FOR DIVIDENDS PAID

§1.561-1 Deduction for dividends paid.

(a) The deduction for dividends paid
is applicable in determining accumu-
lated taxable income under section 535,
undistributed personal holding com-
pany income under section 545, undis-
tributed foreign personal holding com-
pany income under section 556, invest-
ment company taxable income under
section 852, and real estate investment
trust taxable income under section 857.
The deduction for dividends paid in-
cludes:

(1) The dividends paid during the tax-
able year;

(2) The consent dividends for the tax-
able year, determined as provided in
section 565; and
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(3) In the case of a personal holding
company, the dividend carryover com-
puted as provided in section 564.

(b) For dividends for which the divi-
dends paid deduction is allowable, see
section 562 and §1.562-1. As to when
dividends are considered paid, see
§1.561-2.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 6598, 27 FR 4093, Apr. 28,
1962]

§1.561-2 When dividends are consid-
ered paid.

(a) In general. (1) A dividend will be
considered as paid when it is received
by the shareholder. A deduction for
dividends paid during the taxable year
will not be permitted unless the share-
holder receives the dividend during the
taxable year for which the deduction is
claimed. See section 563 for special rule
with respect to dividends paid after the
close of the taxable year.

(2) If a dividend is paid by check and
the check bearing a date within the
taxable year is deposited in the mails,
in a cover properly stamped and ad-
dressed to the shareholder at his last
known address, at such time that in
the ordinary handling of the mails the
check would be received by the share-
holder within the taxable year, a pre-
sumption arises that the dividend was
paid to the shareholder in such year.

(3) The payment of a dividend during
the taxable year to the authorized
agent of the shareholder will be
deemed payment of the dividend to the
shareholder during such year.

(4) If a corporation, instead of paying
the dividend directly to the share-
holder, credits the account of the
shareholder on the books of the cor-
poration with the amount of the divi-
dend, the deduction for a dividend paid
will not be permitted unless it be
shown to the satisfaction of the Com-
missioner that such crediting con-
stituted payment of the dividend to the
shareholder within the taxable year.

(5) A deduction will not be permitted
for the amount of a dividend credited
during the taxable year upon an obliga-
tion of the shareholder to the corpora-
tion unless it is shown to the satisfac-
tion of the Commissioner that such
crediting constituted payment of the
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